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This paper examines the motives for reporting zero goodwill impairment 
after an implementation of IFRS 3 Business Combinations, which requires 
firms to rely on an impairment-only approach in accounting for their 
acquired goodwill. The investigation of the firms’ motives focused on listed 
firms in Malaysia from 2008-2012 that have goodwill balances and 
encountered the dropped in the market values which is lower than the book 
values of the net assets for three successive years. Based on 993 firm-years 
from 2008-2012, the results show that firms are more likely to report zero 
goodwill impairment even though their market values drop lower than the 
book values due to the deterioration in the current year operating cash flows 
compared to the prior year, new goodwill added during the year, and high 
book-to-market ratios. These results add to the literature by highlighting 
new motives for reporting zero goodwill impairment.  
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1.  INTRODUCTION 
In March 2004, the International Accounting Standards Board (IASB) 
introduced an International Financial Reporting Standard (IFRS) 3 Business 
Combinations. The IFRS 3 requires an impairment testing of goodwill as 
the only approach to accounting for goodwill. When the IFRS 3 was issued, 
two related accounting standards were also revised, namely, the 
International Accounting Standard (IAS) 36 Impairment of Assets and the 
IAS 38 Intangible Assets. The implementation and revisions of these 
standards led to the prohibition of an amortization of goodwill and the 
requisite for firms to perform an impairment testing of goodwill at least 
annually.1 European listed firms were the first to implement the IFRS 3 in 
2005 under the European Union Regulation No. 1606/2002. 2 The IFRS 3 
was applied by Malaysian listed firms on 1 January 2006. 3   
In formulating the impairment-only approach, the IASB faced criticisms by 
practitioners, academicians and its board members. As an example, 
Leisenring and Messrs Cope who are members of the IASB disagreed on 
the exclusive reliance on the impairment testing of goodwill.1 4 The main 
concerned raised was that the impairment testing of goodwill that is 
underlined in the standard lack rigorousness, especially when the 
amortization of goodwill was no longer allowed. 1 5 4 Watts also agreed 
that the abolition of goodwill amortization was an unwise decision made by 
the standard-setter. 6  
 
Debates surrounding the implementation of IFRS 3 focusing on an 
impairment testing of goodwill have stimulated various interested 
parties to probe into the issue of goodwill impairment under the new 
reporting regime. Nevertheless, many of the investigation undertaken 
thus far revolved around listed firms in developed economies, such as 
the United States of America (US) 7 8 , Canada9, the United Kingdom 
(UK) 10, and Singapore11. Recently few studies have started to examine 
listed firms in emerging markets, such as Malaysia. 12 
In addition, thus far, many of these prior studies focused on firms’ 
motives in reporting excessive goodwill write-offs, and hence tend to 
ignore firms’ motives for non-impairment of goodwill, that is, by 
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reporting zero goodwill impairment. The few studies that investigated 
firms’ engagement in goodwill non-impairment centered on the US 
listed firms. 8 13 
Ramanna and Watts8 investigate the motives for non-impairment of 
goodwill by US listed firms, following the implementation of the 
impairment-only approach. Based on 124 listed firms from 2003 to 
2006, their findings revealed a high frequency of non-impairment of 
goodwill by the US listed companies, i.e. 69%. Thus, the exclusive 
reliance on an impairment testing of goodwill as underlined in IFRS 3 
appear to emphasise the need to examine firms’ motives for not taking 
goodwill write-offs by reporting zero goodwill impairment, especially 
when the impairment is required. The present study attempts to 
investigate this issue in an emerging economy of Malaysia which has 
received less attention by prior studies. 
 
2. RELATED WORKS 
The idea behind an application of an impairment test of assets including 
goodwill, which is underlined in IAS 36 Impairment of Assets, is to ensure 
that firms do not overstate the carrying amount of these assets reported on 
the balance sheet beyond their recoverable amount. 5 14 To assist 
companies in estimating their recoverable amount, the IAS 36 provides a 
number of indications that the assets inclusive of goodwill may be impaired. 
5 One of the indications provided by the IAS 36, which can be assessed by 
external parties is when “the carrying amount of the net assets of the entity 
is more than its market capitalisation” 5 (hereafter refer as the market 
capitalisation indication).  
 PricewaterhouseCoopers15 viewed that the market capitalisation 
indication could be one of the causes that possibly lead to the risk for 
impairment if the drop in the market capitalisation are not attributable 
to the temporary volatility in the stock market. 1  4. Ernst and Young16 
also agreed that the reduction in the firms’ market capitalisation below 
its carrying amount could possibly represent a strong indication that 
assets inclusive of goodwill may be impaired.  
 Using market capitalisation as a benchmark to identify the 
likelihood of impaired goodwill, this paper examines firms’ motives 
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for not taking goodwill impairment losses, i.e. by reporting zero 
goodwill impairment when faced with the market capitalization 
indication. These motives are analysed from the contracting 
perspective and the economic factors of impairment. 
 
2.1 CONTRACTING PERSPECTIVE 
Debt hypothesis suggests that when firms are close to breaching their debt 
covenant violations, they are more reluctant to reduce their reported 
earnings 17, hence they have the tendency to report zero goodwill 
impairment.4 To capture the closeness of firms in breaching their debt 
covenants, this study employed debt ratio (DEBTRATIO). 4  12 In line with 
the debt hypothesis, this study expects the debt ratio to be positively related 
to the likelihood of reporting zero of goodwill impairment, as follows: 
H1. The higher the debt ratio, the more likely for the firms to report 
zero goodwill impairment. 
 
2.2 ECONOMIC FACTORS OF IMPAIRMENT 
Economic factors are those factors which may have an impact on the 
underlying economic performance of the companies’ assets including 
goodwill.18  4  12. Following prior studies18 10  4  12, the present study 
has incorporated five variables that aim to capture the economic factors of 
impairment. These are: Change in sales (ΔSALES), Change in earnings prior 
to goodwill write-offs (ΔEARNINGSpreGWIL), Change in cash flows from 
operations (ΔOCF), book-to-market ratio (BTM), and the ratio of goodwill 
to total assets (GWB). Consistent with the prior studies, this study expects 
economic factors of impairment to influence the reporting zero of goodwill 
impairment, as follows: 
H2a. The higher the ΔSALES, the more likely for the firms to 
report zero goodwill impairment. 
H2b. The higher the ΔEARNINGSpreGWIL, the more likely for the 
firms to report zero goodwill impairment. 
H2c. The higher the ΔOCF, the more likely for the firms to report 
zero goodwill impairment. 
H2d. The higher the BTM, the less likely for the firms to report 
zero goodwill impairment. 
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H2e. The higher the GWB, the less likely for the firms to report 
zero goodwill impairment. 
In addition, similar to prior studies,18 4 the present study has 
incorporated control variables, namely, size, three main categories of 
industries types of industry, the newly goodwill added in the year, firms’ 
fiscal year. The study also control for the influence of big bath” 
reporting behavior (BATH), ownership variable, and corporate 
governance variables. 
 
3.  RESEARCH DESIGN 
To obtain the total population of Malaysian listed firms that implement 
IFRS 3 and have their market capitalisation to be lower than the carrying 
amount of the net assets continuously for three years from 2008-2012, 
two criteria have been imposed. First, the present study selected all firms 
listed on the Bursa Malaysia and have goodwill balances at the year-end 
or took goodwill write-offs in any of the fiscal year from 2008 to 2012. 
Second, the present study selected firms that have their market 
capitalisation to be lower than the carrying amount of the net assets 
continuously for three years from 2008-2012.  
Once the two selection criteria are fulfilled, firms that reported zero 
goodwill impairment are regarded as a test group while firms that took 
goodwill write-off are regarded as a control. To perform the analysis, 
the former is coded as one while the latter is coded as zero. Thus, the 
dependent variable is a binary variable set to ‘one’ for firms with zero 
goodwill impairment and ‘zero’ for firms that took goodwill write-offs. 
Due to this binary variable, this study employed a binary logistic 
regression. The two selection criteria has resulted in 933 firm-years with 
a complete data to run the binary logistic regression. Of the 933 firm-
years, 785 firms reported zero goodwill impairment while 208 firms 
reported goodwill impairment losses. Data on goodwill impairment are 
hand-collected and compared with the annual reports before 
transforming them into a binary variable while financial data is obtained 
from Datastream. 
To analyse firms’ motives for reporting zero goodwill impairment 
when encountered with market indications that their goodwill may be 
impaired, the following binary logistic model is employed: 
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GWIL(0,1) =  
α   + β1 DEBTRATIO + β2ΔSALES + β3ΔEARNINGSpreGWIL + 
β4ΔOCF + β5BTM + β6GWB   +β7 SIZE   + β8INDUSTRYG3 + 
β9YEND + β10ADD + β11BATH + β12OWNCON + 
β13AUDITCOM + β14BODMEET + ε   
.……………………………….…..(1) 
Where the variables are defined based on prior studies4 12 as follows: 
GWIL (0,1) Set to one when firms 
reported zero goodwill 




The ratio of total debts to 
total assets. 
ΔSALES Change in sales from the 
previous year to the 




Change in earnings prior 
to goodwill write-off 
from the previous year to 
the current year deflated 
by total assets. 
ΔOCF Change in cash flows 
from operation from the 
previous year to the 
current year deflated by 
total assets. 
BTM The ratio of book value of 
equity to the market value of 
equity. 
GWB The ratio of beginning 
goodwill balance deflated by 
total assets. 
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SIZE Natural logarithm of total 




A dummy variable across 3 
industry categories based on 
level two of the Datastream 
Industrial classification. 
YEND A dummy variable across 
five financial year-end 
categories (i.e., 2008-2012). 
ADD Set to one if there is newly 
acquired goodwill during the 
year, and zero otherwise. 
BATH Change in earnings prior to 
goodwill write-offs deflated 
by total, when this change is 
below the median of non-
zero negative values of this 
variable, and zero otherwise. 
OWNCON Number of ordinary shares 
held by the three largest 
shareholders, divided by the 
total number of issued and 
paid up ordinary shares. 
AUDITCO
M 
The proportion of 
independent audit committee 




The frequency of board 
meeting within a year. 
 
4.  RESULTS AND DISCUSSION 
Table 1 reports the descriptive statistics for the main variables tested. 
The table revealed that compared to the firms with goodwill write-off, 
the firms with zero goodwill write-off has an improvement in their 
earnings prior to goodwill write-off from the previous year to the 
current year. The firms with zero goodwill write-off also has a larger 
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addition to its goodwill than the firms with goodwill write-off. In 
addition, although the firms with zero goodwill write-off has 
deterioration in the cash flows from the operations from the previous 
year to the current year compared to the firms that take goodwill write-
off, the difference is not statistically significant. 
Prior to performing the binary logistics regression, this study tested 
for the multicollinearity using Pearson’s product-moment correlation 
coefficient. The test reported no variable to be highly correlated with 
another variables. For example, the highest correlation is between 
change in cash flows from operation (∆OCF) and Debt ratio 
(DEBTRATIO) at 9.4%. Hence, the results suggest that 
multicollinearity is not an issue. 
 
Table 1: Descriptive statistics  
 Firms with Zero goodwill 
write-off 
 Mean Median S.d 
DEBTRATIO 0.26 0.23 0.21 
ΔSALES 0.04 0.02 0.44 
ΔEARNINGSpreGWIL 0.01 0.00 0.08 
∆OCF (0.00) (0.00) 0.10 
BTM 2.41 2.04 1.32 
GWB 0.05 0.02 0.17 
SIZE 12.75 12.69 1.41 
    
 Firms with goodwill write-
off 
 Mean Median S.d 
DEBTRATIO 0.26 0.24 0.18 
ΔSALES 0.02 0.02 0.18 
ΔEARNINGSpreGWIL (0.01) 0.00 0.07 
∆OCF 0.01 0.01 0.11 
BTM 2.25 1.91 1.17 
GWB 0.04 0.00 0.01 
SIZE 12.55 12.61 1.88 
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 Test of differences between 






DEBTRATIO 0.858 0.525  
ΔSALES 0.588 0.886  
ΔEARNINGSpreGWIL 0.061 0.807  
∆OCF 0.147 0.235  
BTM 0.110 0.083  
GWB 0.559 0.052  
SIZE 0.099 0.753  













 Mean Mean  
ADD 0.16 0.09 5.54 
(0.019) 
 
4.1 MULTIVARIATE RESULTS 
Table 2 reports the results of the logistic regression analysis for firms’ 
motives for reporting zero goodwill impairment when encountered with 
the market indication that their goodwill may be impaired. The results 
show that the model generates a Nagelkerke R square of 4.3% and the 
Hosmer-Lemeshow goodness-of-fit tests with p-values of 0.132, 
suggesting that the logistic regression model is better than an empty 
model. 
In H1, this study tests the influence of the debt hypothesis on firms’ 
motives for reporting zero goodwill impairment. The results show that 
the coefficients on the DEBTRATIO is positive and non-significant. 
One possible reason why DEBTRATIO is found to be non-significant 
is because debt covenants in Malaysia normally utilise EBITDA and 
tangible assets12 and hence do not take into accounts the goodwill 
write-off taken by firms. 
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In H2(a)-(e), this study tests the influence of economic factors on 
firms’ motives reporting zero goodwill impairment. The results show 
that the coefficient on the change in cash flows from operation (∆OCF) 
is negative and significant at p-values less than 0.10%. This result 
indicates firms with poorer cash flows from operating activities from the 
previous year to the current year are more likely to report zero goodwill 
impairment. 
Moreover, addition to goodwill (ADD) is found to be positively 
associated with firms’ motives for reporting zero goodwill impairment 
at p-values less than 5%. This result suggests that companies’ decisions 
in reporting zero goodwill impairment can be explained partly by the 
new goodwill acquired during the year. The results also show that firms 
with high book-to-market ratios are more likely to report zero goodwill 
impairment. Apart from the variables discussed above, variables such as 
ownership concentration and corporate governance mechanisms are not 













Intercept  -0.033 
(0.00) 
DEBTRATIO + 0.001 
(0.00) 
ΔSALES + 0.088 
(0.15) 
ΔEARNINGSpreGWIL + 1.535 
(0.91) 
∆OCF + -1.382 
(3.01)* 
BTM - 0.168 
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GWB - 0.330 
(0.22) 
SIZE - 0.077 
(2.15) 
OWNCON - 0.005 
(1.05) 
BATH + 0.928 
(0.15) 
AUDITCOM - -0.430 
(0.74) 
BODMEET - -0.040 
(0.63) 
ADD + 0.668 
(6.25)** 
Industry dummies  Included 
Year dummies  Included 




-2 Log Likelihood  991.783 







5. SUMMARY AND CONCLUSIONS 
In summary, this study has examined the motives for reporting zero 
goodwill impairment for Malaysian listed firms that encountered the 
market values, which is lower than the book values of the net assets for 
three successive years.  The results show that companies’ decisions in 
reporting zero goodwill impairment can be explained partly by 
deterioration in their operating cash flows from the prior year to the 
current year, high book-to-market ratios and an addition to goodwill 
during the current year. Overall, the study has contributed to the 
literature by providing evidence on firms’ motives for reporting zero 
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goodwill in a condition when the market perceived their goodwill to be 
impaired. 
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